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Foreword

Pursuant to Public Law 95-452, the U.S. Small Business Administration's (SBA) Office of
Inspector General (OIG) is required to prepare a Semiannual Report of its activities for the
Congress of the United States. This report covers the full range of SBA/OIG activities from
October 1, 1998 to March 31, 1999.

SBA has been given an important mission by Congress — to help small businesses, a mgjor sector
of the U.S. economy, grow and thrive. The OIG plays a critical role in ensuring that SBA
programs are delivered effectively to their intended beneficiaries and in keeping the Congress
and the Administration informed as to the results of those programs. As | begin my term as
Inspector General, | look forward to working closely with Administrator Alvarez and the
Congress to make SBA’s programs and operations even more effective and responsive to the
needs of the small business community.

SBA has indeed been fortunate to have had four IGs (James Hoaobler, Charles Gillum, Mary
Wieseman, and Paul Boucher) who have been strong, fair, and innovative leaders dedicated to
the public good. My goal will be to continue this tradition of personal integrity, excellence, and
professionalism in the office.

This semiannual report reflects the OIG’s accomplishments under the leadership of Karen Leg,
who served as Acting Inspector General from November 1997 through this reporting period. She
did an outstanding job in completing many ongoing projects and in moving the OIG forward on
key initiatives. The entire OIG staff aso deserves recognition for continuing to carry out the
important business of the office in a highly effective and professional way. They have truly kept
the public trust and provided SBA managers with the quality oversight and assistance they have
come to expect from the OIG. Finally, because the OIG does not work in a vacuum, | would like
to express the OIG’s appreciation for the ongoing support and interest of SBA’s senior staff. |
look forward to continuing this professional cooperative relationship.

Phyllis K. Fong
Inspector General
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Executive Summary

This report on the activities of the Office of Inspector General (OIG) of
the Small Business Administration (SBA) is submitted pursuant to
Section 5(b) of Public Law (P.L.) 95-452, the Inspector General Act of
1978, as amended. It summarizes OIG activities for the 6-month period
from October 1, 1998 to March 31, 1999.

Summary of Accomplishments

OIG audits, ingpections, and investigations
over the last 6 months achieved $21,924,572
in potential dollar results, 25 indictments,
and 27 convictions. The dollar results
consist of $2,934,063 in potential recoveries,
including judicialy awarded fines and
restitution; $16,258,765 in management
avoidances; $883,316 in disallowed costs
agreed to by SBA’s management; and
$1,848,428 in management commitments to
use funds more efficiently.

The OIG aone could not have achieved the
accomplishments set forth in this report to
the Congress. The results for this reporting
period reflect the cooperation and support of
other audit, inspection, and investigative
organizations such as: the Federal Bureau
of Investigation (FBI); U.S. Marshals
Service; Internal Revenue Service (IRS);
Immigration and Naturaization Service
(INS); Bureau of Alcohol, Tobacco and
Firearms (ATF); other Federal OIGs,
Department of Justice (DOJ) prosecutors;
state and local law enforcement agencies,
and most importantly, the actions of SBA
program managers and employees. Indeed,
much of our success is due to referrals made
by conscientious SBA employees.

Highlights of the Past Six Months

Effortsto Improve SBA Program
M anagement

Audits of Section 7(a) Lending Find
Lender Non-Compliance with Required
Procedures

A nationwide audit of Section 7(a) business
loans neared conclusion in this period.
Reports on North Carolina and Colorado
loans were issued, leaving Kansas City as
the eighth and last district in the sample to
be completed. After the Kansas City report
IS issued, a summary report on systemic
issues identified in the eight audits will be
prepared in the second half of fiscal year
(FY) 1999.

The purpose of the audit is to determine if
Section 7(a) loans are originated, disbursed,
and used in accordance with 22 key
procedures. The eight districts were
randomly selected, and 30 loans in each
district were randomly picked for
examination.

Results in North Carolina and Colorado

were similar to results in the preceding five
reports, with 26 of 60 loans having at least
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one noncompliance with the 22 procedures.
Typica lender errors are lack of IRS tax
verification, fallure to verify use of
proceeds, and fallure to verify equity
injections. Recommendations are being
made to each district office.

Audit of Northridge Disaster Early
Defaults Finds | mprovements Needed in
Loan Origination and Liquidation

An audit of defaulted loans from the 1994
Northridge, California, earthquake disaster
found that SBA needed to improve loan
origination and the review of defaulted
loans.

Based on sample results that 19 of 75
defaulting borrowers had poor credit or cash
flow a loan origination, the auditors
estimated that 2,316 Northridge loans
totaling $90 million could have had the
same problem and should not have been
made.

The auditors also identified 21 defaulting
borrowers who had assets and income
available for repayment that had not been
identified by SBA. Another 15 borrowers in
the sample had assets and income that SBA
had adready identified. The auditors
estimated that borrowers on 2,560 defaulted
Northridge loans totaling $80 million could
have had unidentified assets and income that
could be used to repay loans.

SBA made 124,000 loans totaling more than
$4 billion after the Northridge earthquake.
By December 1997, there were 9,144 |oans
totaling $286 million in default; the audit
sample came from the defaulted loans.

Audits of Three Surety Bond Companies
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Found Inappropriate Claims

Audit reports were issued on three sureties
this period, with all three audits finding
significant noncompliance with  SBA
procedures. More than half of 51 bonds at
one surety had deficiencies, which resulted
in $1.3 million owed to SBA. Another
surety did not follow proper procedures in
11 of 24 bonds reviewed, with a finding that
$803,926 of loss claims were unallowable
because of improper alocation of expenses
and unallowable expenditures for claims
settlement.

In addition to claims issues, sureties were
cited for issuing bonds after project starts
and splitting bonds to stay under the dollar
maximum for SBA guarantees.

The Top Ten Management | ssues Facing
SBA ldentified by the OIG

In response to separate requests from the
Senate Committee on Governmental Affairs,
the House Mgjority Leader, and the House
Committee on Government Reform and
Oversight, the OIG identified what it
considered to be the top 10 management
issues facing SBA. The issues identified
were derived from recent audit oversight
activities, as well as other program
vulnerabilities identified through investiga-
tions conducted over the last few years. The
OIG also recommended actions that would
in its view resolve these issues. The issues
identified are the following:

SBA needs to hold lenders more
accountable for errors in loan processing
and servicing.

Borrowers need to be held accountable
for misuse of funds.




SBA is not maximizing recoveries in
servicing and liquidation.

Fraud deterrence and detection requires
continued emphasis.

Contract dollars are too concentrated
among relatively few 8(a) companies
whose owners remain in the program
after amassing substantial wealth.

SBA does not adequately enforce its
rules precluding excessive subcontract-

ing.

SBA should more closely monitor 8(a)
companies.

SBA needs to develop and implement a
program-based, cost accounting system.

SBA needs to improve its information
system controls.

The Paperwork Reduction Act and the
Privacy Act need to be rationalized with
the Government Performance and
Results Act (GPRA) to permit effective
measurement of performance outcomes.

GPRA Activities

The OIG has expanded its efforts to assist
SBA in implementing GPRA. In addition to
providing consultative advice on the
development of SBA's GPRA plans, the
Auditing and Inspection and Evaluation
Divisions have begun to address implemen-
tation issues. In FY 1999 the OIG plans to
initiate GPRA audits of five SBA programs
and to include GPRA componentsin al OIG
inspections. Finaly, the OIG is currently
developing a new OIG strategic plan for FY

2001- 2006.

Activitiesto Enhance Fraud
Detection and Deterrence

Results of False Tax Return Cases
I ncrease

Over the last 8 years, the OIG has received
434 allegations that false tax returns were
submitted in support of SBA business or
disaster loan applications. These fraud
referrals now involve loan applications
totaling $126 million that have been
submitted to 51 SBA district offices. To
date, 131 individuals have been indicted on
criminal charges. 127 have been adjudi-
cated guilty; 3 indictments were dismissed;
and 1 other has not yet goneto trial.

Affirmative Civil Enforcement Program

The OIG continues to produce results from
its participation in the DOJs Affirmative
Civil Enforcement (ACE) program. This
program, which is implemented by U.S.
Attorney offices around the country, targets
cases which might not be prosecuted
criminally because of the minimal dollar
amounts involved, absence of financia loss
to the Government, or because other facts of
the case might not support a crimina
prosecution.

During the 6 years that the OIG has been
involved with the ACE program, we have
had a total of 110 successful cases, resulting
in $3,021,820 in civil penaties and
$5,009,126 in recoveries by SBA. These
successes come from actions in 20 states and
the Commonwealth of Puerto Rico. During
this reporting period, the OIG had two
successful ACE outcomes. One was a
$375,000 payment from the former owners
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of a Section 8(a) company, and the other
was a $260,286 payment from a participat-
ing lender bank.

California Loan Broker at Center of
Fraud Scheme Pleads Guilty

The Inglewood, California, loan broker at
the center of a fraud scheme was charged
with and pled guilty to five felonies,
bringing the number of individuals charged
with crimes in the wake of the investigation
to 14. All 14 have entered guilty pleas, and
with 6 defendants sentenced, total court-
ordered restitution thus far has exceeded $1
million in this case revolving around loan
packages submitted to a now-defunct
participating lender bank. The brokerage
firm's portfolio a the bank totaed
approximately 160 loans, originally valued
a some $60 million. During the last 6
months, the following results occurred.

The principd owner of the loan
brokerage was charged with and pled
guilty to four counts of making false
statements to a Federally insured
lender and one count of subscribing to
a false statement on a tax return. The
man assisted in the submission of
applications for a number of SBA-
guaranteed loans containing altered tax
returns. The charges address the prepa-
ration of fase documents in four loan
application packages which resulted in
the approval of SBA-guaranteed loans
totaling $2,460,000 and producing losses
to SBA and the participating lender bank
of more than $2,300,000.

Three borrowers pled guilty to making
false statementsto a Federally insured
lender, and another three were sen-
tenced to confinement and restitution
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totaling approximately $750,000. All
these actions related to the borrowers
SBA-guaranteed loans and resulted from
an extensive investigation by the OIG,
conducted jointly with the FBI and the
IRS, based on allegations from an
anonymous complainant. Partially as a
result of the default rate of these aleg-
edly fraudulent loans, the Office of the
Comptroller of the Currency closed the
bank in 1994.

Leadersof New York Village Convicted
of Conspiracy, Embezzlement, Fraud,
and Money Laundering

A Federa jury convicted four leaders of a
village in Rockland County, New York, on
the 21 counts on which they had been
indicted. Shortly thereafter, a board member
of a Specialized Small Business Investment
Company (SSBIC) in that community was
arrested by Israeli police based on his 1997
U.S. indictment. The board member and two
other co-defendants (who have not yet been
apprehended) became fugitives from the
charges against them. The seven men had
been charged with conspiracy, embezzle-
ment of Federal program funds, making
material false statements, mail fraud, and
wire fraud, mortgage fraud, and money
laundering. The 5-year investigation
disclosed that the defendants had partici-
pated in a number of fraudulent schemes to
obtain tens of millions of dollars through the
SSBIC program and other Federal and state
grant, loan, and subsidy programs.

Two from Massachusetts Trade
Association Plead Guilty in L oan-
Packaging Scheme

Two persons associated with a now-defunct
trade association in Canton, Massachusetts,




pled guilty to crimes in connection with loan
applications submitted on behalf of a
number of interstate truckers who received
SBA-guaranteed loans to purchase their
trucks and insurance. The organizer of the
trade association, who admitted engaging in
a scheme to defraud the truckers, pled guilty
to one count each of conspiracy and wire
fraud and nine counts of making false
statements to a Federaly insured
financial institution. He was sentenced to
15 months incarceration, 3 years probation,
and $215,546 restitution. The office
manager of the association pled guilty to one
count of theft of money from a bank. She
was sentenced to 1 year probation.
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Business L oan Program

SBA's small business |oan programs serve one of the most important missions of the Agency: to
ensure that Federal funds and resources are used to help finance qualified small enterprises.
Under the Section 7(a) Guaranteed L oan Program, SBA guarantees loans to small businesses
that are unable to obtain private financing. These loans must be of such merit, or be so secured,
as to reasonably ensure repayment to the lending institution. No loan may be made unless the
financial assistance is not otherwise available on reasonable terms from elsewhere in the credit
market. Under the guarantee program, SBA agrees to purchase the guaranteed portion of the
loan upon default by the small business. SBA's guarantee share of loans by private lenders
averages about 75 percent.

More than 8,000 lenders have made at least one Section 7(a) loan in the past 5 years. Currently,
approximately 42 percent of these loans are being made by participants in the Agency's
Certified Lender Program (CLP) or its Preferred Lender Program (PLP).

Lenders who are heavily involved in the SBA guarantee program and meet the Agency's criteria
can participate through the CLP. Over 1,000 participating lenders, approved for the CLP
program, are permitted to assume greater authorities and responsibilities in processing, closing,
servicing, and liquidating loans. As a result, SBA can process loan guarantee applications in 3
days, rather than the 2 weeks that it may take for a thorough analysis by Agency staff. About 8
percent of all business |loan guarantees are made through the CL P process.

As permitted by Section 5(b)(7) of the Small Business Act, SBA delegates even wider authority
to preferred lenders, i.e., lenders who can commit the Agency to guarantee eligible business
loans and decide the level of SBA participation. This program, with over 350 participants,
reduces processing time on strong credit applications and uses the resources of SBA's best
lenders to the maximum. About 34 percent of all business loan guarantees are made through the
PL P process.

The 504 L oan Program provides long-term, fixed-rate financing through certified devel opment
companies (CDCs) to small businesses to acquire real estate, machinery, and equipment for
expansion of business or modernizing facilities. Typically, 504 loan proceeds are provided as
follows: 50 percent by an unguaranteed first mortgage bank loan, 40 percent by an SBA-
guaranteed debenture, and 10 percent by the small business customer. The maximum SBA
debenture is $1 million.

With the creation of the Agency's Low Documentation (L owDoc) application process, lenders
are now able to use their own internal loan application documents, plus a single page, two-sided
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SBA form to apply for an SBA guarantee on a loan of $150,000 or less. The demand for this
program continues to exceed 25 percent of all Section 7(a) loan approvals.

The SBAEXxpress L oan Program allows lenders to use their own loan analyses, procedures and
documentation to originate loans of $150,000 or less with a 50 percent SBA guarantee. Lenders
can thus use their own application forms, internal credit memoranda, notes and documentation
pertaining to loan collateral, servicing, and liquidation. This pilot program minimizes the use of
Government mandated forms and procedures while reducing the cost of originating smaller, less
complex SBA loans.

Summary of OIG Activity / Business Loan Program
Audit Reports Issued 3
Audits Underway 5
Indictments Resulting from Investigations 14
Convictions Resulting from Investigations 13
Investigations Closed / Canceled / Remaining Inventory 22/3/181
Investigations: Restitutions/ Fines/ Other Recoveries $1,395,016/ $127,427/ $0
Investigations. Declination of Loans Due to Name Checks $15,154,030
Investigations. Cases Referred to Other Agencies 1
I nspections Underway 1
Reviews of Proposed Regulations 2
Reviews of Standard Operating Procedures 2
Reviews of Other Issuances 19
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Outstanding Guaranteed SBA

Business L oans

CRiVieel $30,338,994,971

IV $29,340,744,471
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VSl $24,811,582,381
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25.0 30.0 350

Billions of Dollars

Figurel

Effortsto Improve SBA Program
M anagement

Two More Reports Released in Nation-
wide Section 7(a) Audit

As part of a nationwide audit, the OIG
issued two reports on the processing,
disbursing, and use of Section 7(a) business
loans. North Carolina and Colorado are two
of eight districts included in the on going
audit. After all eight audits are completed in
FY 1999, a summary report on systemic
issues will be prepared.

In each of the eight audits, 30 randomly
selected |oans were audited to determine if

22 SBA procedures designed to reduce risk
were followed.

In North Carolina, the auditors found
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that at least 1 of the 22 procedures was
not followed in 14 of the 30 loans. Non-
compliances included: approval of a $71,000
loan to an ineligible applicant for an
ineligible purpose; lack of IRS tax
verification (two loans); lack of verification
of use of proceeds (seven loans); lack of
equity injection verification (two loans);
failure to obtain a Statement of Personal
History (two loans); missing settlement
sheets (two loans); and lack of compensation
agreements detailing professional fees (two
loans). These non-compliances led to three
loans with deficiencies;, one loan was
ineligible, one loan's proceeds were not
spent as approved, and one loan needed to
complete the IRS verification process. The
auditors made recommendations to correct
deficiencies (the ineligible loan was
knowingly approved by SBA and therefore
cannot be corrected) and remind lenders and
SBA employees of proper procedures. The




District Director agreed.

In Colorado, the auditors found that 12 of
30 loans had at least one non-compliance
with  SBA  procedures. The non-
compliances included weaknesses in credit
or repayment ability, use of proceeds for
ineligible purposes, lack of verification of
cash injections, lack of verification of
financial information with the IRS, lack of
verification of use of proceeds, incomplete
settlement sheets, and lack of joint payee
checks for disbursements. These non-
compliances resulted in eight loans with
actual deficiencies, ranging from incomplete
equity injections to ineligible loans. The
District Director and the Assistant
Administrator for Financia Assistance
agreed with the auditors recommendations
for corrective action.

Audit of Early Defaulted L oan Finds
Lender Complied with SBA Regulations

A $280,000 loan to a Washington State
company was selected for audit in a
continuing review of early defaulting loans.
Although the loan defaulted within 12
months of origination and caused a loss to
SBA dfter liquidation of $163,070, no
significant noncompliances were found in
the loan processing and servicing. The
lender did not document the equity injection
of $250,000 required by the loan agreement,
but the auditors determined that the
borrower made at least 92 percent of the
required injection.

Guidefor Monitoring Preferred Lenders

10

Reviewed

The OIG reviewed a proposed Review
Guide, which Agency personnel planned to
use to review and monitor lenders
participating in the PLP. Based upon past
audits finding that lenders do not aways
submit tax verification forms to the IRS, the
OIG recommended that the PLP review
process should always include a determina-
tion that: (1) the lender obtained a
completed IRS Form 4506, Request for
Copy or Transcript of Tax Form, from the
applicant/borrower; (2) the lender submitted
the form to the IRS; and (3) the lender used
the results to verify the validity of the tax
return  information or other  credit
information  submitted by the appli-
cant/borrower, prior to disbursement. The
OIG, aso recommended that the review
should indicate whether a referral was made
to the OIG as a result of any discrepancies
found by the tax verification process.

I nspection of Section 504 L oan Program
Underway

The OIG is conducting an inspection of the
Section 504 Loan Program, with a focus on
SBA’s oversight of the Certified Develop-
ment Companies. We expect to issue the
report in August 1999.

Activitiesto Enhance Fraud
Detection and Deterrence

Latest Result from Affirmative Civil
Enforcement Program

During this reporting period, the OIG's
participation in the DOJ s Affirmative Civil
Enforcement (ACE) program produced one
successful business loan case, resulting in a
$149,284 recovery by SBA and $111,002 in
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civil penalties. The case, described on page
12, involved settlement of a lawsuit against
aMissouri participating lender.

OI G Briefs Members of Resour ce Partner
Community

The investigation staff continued its practice
of making presentations to groups of
SBA’s resource partners. The acting
Special Agent in Charge of the OIG's Los
Angeles field office gave a presentation to
35 attendees at a meeting sponsored by
SBA’s Los Angeles District Office. The
presentation highlighted the benefits to be
ganed  from cooperation between
participants (in the Section 7(a) pre-
qualification pilot loan program, in this
case) and the OIG in combating waste,
fraud, and abuse in SBA’s lending
programs.

President of Washington Rehabilitation
Clinic Arrested for Alleged Fraud

The president of an injury rehabilitation
clinic in Seattle, Washington, was arrested
by agents of the OIG, the FBI, and the INS,
based on an arrest warrant issued in 1984 by
the U.S. District Court, District of Kansas.
He was subsequently indicted on two counts
of bank fraud, one count of making
material false statements to SBA, one
count of making a false clam of
citizenship, and three counts of making
false statements to a Federally insured
lender. In 1994, he had received an
$80,000 SBA-guaranteed loan to purchase
chiropractic equipment for his clinic. He
subsequently defaulted on the loan. The
OIG'sjoint investigation with the FBI found
that the man had made fase statements to
obtain the loan and later converted loan
proceeds to his persona use. In addition,
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the investigation found that, on his SBA
loan application and on applications to
obtain three Federally guaranteed student
loans, he falsely claimed to be a U.S. citizen.
The outstanding arrest warrant did not
appear during a check of the man’s criminal
history, but was discovered in his INS file.
The arrest warrant was based on a five-count
1984 indictment of the man for; false
representation as a U.S. citizen;, false
statements to obtain a Social Security card,;
fraud and misuse of visas, permits, and other
documents;, false statements to the U.S.
Department of Education; and misuse of a
Socia Security number.

California Restaurateur Pleads Guilty to
Making False Statement to Federally
Insured Financial Institution

The owner of a restaurant in Palm Springs,
Cdlifornia, pled guilty to one count of
making a false statement to a Federally
insured financial institution. He was
sentenced to 1 year of probation and a
$2,000 fine. No restitution was ordered
because the loan is current. The OIG
initiated the investigation based on an
allegation from a confidential source that the
owner had submitted altered copies of tax
returns to support his application for an
SBA-guaranteed business loan. The
investigation revealed large discrepancies
between the tax returns provided to the
participating lender bank and those
submitted to the IRS. Based on information
in the IRS tax returns, SBA’s Santa Ana
District Office determined that the restaurant
would not have qualified for the $870,000
[oan.

Ownersof Virgin Islands Construction

Company Indicted on Conspiracy,
Bank Fraud, M aking False Statements,
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and Money Laundering Charges

Co-owners of a now-defunct U.S. Virgin
Islands construction company were indicted
on charges of conspiracy, bank fraud,
making false statements, and money
laundering. In July 1992, in applying for
an SBA-guaranteed loan through the
participating bank lender, the co-owners
allegedly submitted a fraudulent business
proposal and other documents listing
$420,000 as the value of machinery to be
purchased with the loan funds, when the
actual cost of the machinery was only
$120,000. The machinery, manufactured by
an Ohio company, was for the construction
of poly-block building materials used in
hurricane-resi stant residential home
construction.  As part of the alleged
fraudulent scheme, one of the owners
opened a checking account in Las Vegas,
Nevada, in the name of the proposed Ohio
supplier of the machinery. Through the Las
Vegas account, he was able to fraudulently
receive the disbursements that were intended
for the Ohio vendor. After relocating the
company to Fort Lauderdale, Florida,
without authorization from either the bank
or SBA, the co-owners spent the majority of
the loan funds on unauthorized expenses.
The business failed in 1995 with a loss to
SBA of more than $400,000. The
investigation originated from a referral by
SBA’s Puerto Rico and Virgin Idlands
District Office and is being conducted
jointly with the FBI.

President of Kansas Electronic Game

Maker Indicted on Charges of Making

False Statementsto Federally Insured
Financial Institution and to SBA

The former president of a Kansas City,
Kansas, manufacturer of an €lectronic

12

baseball game was indicted on one count
each of making a false statement to a
Federally insured financial institution and
making a material false statement to SBA.
The man allegedly overstated accounts
receivable in his application to the
participating lender and to SBA in order to
quaify for a $375,000 SBA-guaranteed
loan. The company defaulted after making
only two payments on the loan, and SBA
purchased its 80 percent guaranteed share
for $299,194. After receiving the alegation,
the OIG initially referred this matter to the
FBI due to workload considerations. Two
years later, however, the OIG joined the FBI
in this investigation at the request of the
U.S. Attorney’s Office for the Western
District of Missouri.

Montana Restaur ateur Indicted on
Charge of Making Material False
Statement to SBA

The owner of a Cut Bank, Montana,
restaurant was indicted on one count of
making a material false statement to SBA.
The OIG's joint investigation with the FBI
determined that when the man obtained a
$54,000 SBA-guaranteed loan from a
participating lender bank, he faled to
disclose an extensive criminal record.
Records showed that the man had been
arrested more than 20 times for various
alleged financia crimes. At the time of his
indictment, he was aready in custody for
prior offenses. The investigation was
initiated based on a referral from SBA’S
Montana District Office.

Missouri Banker Indicted for Making
False Statements and Claims

An officer of a participating lender bank in
Springfield, Missouri, was indicted on one
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count each of making false statements to
SBA, making false entries in the records
of a Federally insured bank, and making a
false claim against the United States. All
the charges related to the banker’'s actions
on a $155,000 SBA-guaranteed loan issued
in 1995 to a music retailer. After the
borrower defaulted on the loan and filed
bankruptcy, SBA paid the bank $117,002 on
its guarantee. According to the indictment,
the bank officer filed a false application for
the SBA-guaranteed loan, stating that certain
outstanding bank loans to the borrower were
current, when, in fact, they were delinquent.
It was further alleged that the banker made
false entries in the bank’s records by stating
that the SBA-guaranteed loan proceeds
would be used to pay down delinquent trade
accounts. In fact, a substantial portion of the
loan proceeds was used to bring existing
bank loans current. Finally, the indictment
charged that, after the borrower defaulted,
the banker made a false claim against SBA
for payment of the full guarantee on this
loan when she knew the guarantee was
unenforceable because it had been obtained
by means of a fase application. The OIG
initiated this joint investigation with the FBI
based on a referral from SBA’s Springfield,
Missouri, Branch Office.
Missouri Lender Pays $260,000 to Settle
Civil Fraud Case

A civil fraud complaint was filed against a
Springfield, Missouri, participating lender
bank. The bank settled the matter on that
same date by agreeing to pay the Govern-
ment $244,000, plus $16,286 as reimburse-
ment for Federa investigative costs. The
complaint charged the bank with making a
false claim in connection with a $155,000
SBA-guaranteed loan to a music retailer.
The complaint detailed alleged fraudulent
actions by a bank officer (see above) and
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aso named another bank officer for
alowing the fase information to be
submitted to SBA. In July 1998, the former
president of the borrower pled guilty to
making false statements to SBA by
misrepresenting on the loan application that
loans from the lender were current.

California Tax Preparer Pleads Guilty to
Conspiracy to Defraud IRS and Tax
Evasion

A tax preparer in Pasadena, California, was
charged with and pled guilty to one count of
conspiracy to defraud the IRS and eight
counts of tax evasion. The OIG had been
asked to join a criminal investigation already
underway by the IRS and the FBI, based
upon information that the tax preparer may
have been responsible for the preparation of
atered tax returns submitted to financial
ingtitutions and to SBA on behalf of clients
who had received SBA-guaranteed loans.
The OIG reported the criminal prosecutions
of two of these clients last year. The
investigation confirmed that the “copies’ of
their Federal tax returns, submitted to the
participating bank with their SBA loan
applications totaling more than $1,060,000,
had been altered from those submitted to the
IRS to substantially overstate their incomes.
These discrepancies formed the basis for a
search warrant that was executed on the tax
preparer’s business. The charges just filed
against him were a direct result of the
evidence gathered during the search.

Colorado Saloon and Dance Hall
Operator Indicted for Making False
Statements

The former president of a saloon and dance

hall in Durango, Colorado, was indicted on
one count of making false statements to a
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Federally insured bank and one count of
making false statements to SBA. The
charges, resulting from the OIG's joint
investigation with the FBI, involved two
SBA-guaranteed loans, totaling $780,000,
which his business received from the
participating bank lender in 1996. The
investigation determined that the man failed
to disclose to the bank or SBA that he owed
his father and two realtors a total of about
$240,000 in connection with his purchase
and sale of a prior business in southern
Cdlifornia. He defaulted on the SBA-
guaranteed loans after making only a few
payments, and has since filed for both
personal and corporate bankruptcy. This
investigation was initiated based on a
Suspicious Activity Report filed by the
lender.

President of Washington Credit Exchange
Indicted on Fraud Charges

The president of a credit exchange in
Kennewick, Washington, was indicted on
one count of making false statements to
SBA and one count of bank fraud. The
charges stemmed from fraudulent statements
she alegedly made to SBA and the
participating lender to obtain a $56,000
SBA-guaranteed LowDoc loan in January
1996. The investigation found that the
businesswoman failed to disclose that her
firm owed more than $12,100 in Federa
payroll taxes at the time she applied for the
loan. In addition, when the loan funds were
disbursed, she certified that “... all taxes,
whether federal, state or local, business or
personal, are now current....” Had the
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unpaid taxes been disclosed, the loan would
not have been made. Due to the default of
this loan, SBA incurred a loss of $35,285
and the bank incurred a loss of $19,319.
Officers of the SBA/OIG and the U.S.
Marshals Service subsequently arrested the
businesswoman.  This investigation was
based on a referra from SBA’s Spokane
District Office.

President of Washington Construction
Company Charged with Making False
Statements on Loan Application

The former president of a construction
company in Des Moines, Washington, was
charged in an information with making
false statements on a loan application.
The OIG investigation found that the
businessman provided fase financid
statements and made fase statements
regarding his prior crimina history and
lawsuits that were pending against him and
his company at the time he applied for a
$200,000 SBA-guaranteed loan and various
other loans from the participating lender.
The investigation also found that the man
had provided the same false information to
SBA in order to get a SBA-guaranteed
surety bond and certification as a Section
8(a) contractor. The surety bond was
declined and the businessman is no longer in
the Section 8(a) program. During the
investigation, OIG specia agents executed
search warrants on the business premises, a
storage unit, and his personal residence.
The searches confirmed the investigative
findings and revealed additiona evidence
that the man made (or caused to be made)
false statements to the IRS and state taxing
authorities viamail and facsimile. The total
loss to SBA was $134,906, the loss to the
lender was $309,195, and the loss to state
and Federal taxing authorities was $73,555.
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This case was referred to the OIG by SBA’s
Seattle District Office.

Owner of Pennsylvania Beauty Supply
Company Charged with Making False
Statements on Loan Application

The owner of a beauty supply company in
Philadelphia, Pennsylvania, was charged in
an information with two counts of making
material false statements in an unsuccess-
ful 1994 attempt to obtain a $60,000 SBA-
guaranteed bank loan. The businessman
allegedly had failed to disclose a 1978
Delaware State crimina conviction in
applying for the loan. The information also
charged that he had submitted copies of
Federal tax returns for 1991 and 1993 that
he knew had been altered to show higher
gross receipts and net profits than those
actually filed with the IRS. The loan
commitment was canceled when the tax
return discrepancies were discovered, and
further investigation revealed the business-
man’'s crimina  history. The OIG
investigation was based upon a referral from
SBA'’ s Philadel phia District Office.

Results of Previously Reported
Investigations

California Loan Broker at Center of
Fraud Scheme Pleads Guilty

The Inglewood, California, loan broker at
the center of a fraud scheme was charged
with and pled guilty to five felonies,
bringing the number of individuals charged
with crimes in the wake of the 6-year
investigation to 14. All 14 have entered
guilty pleas, and with the number of
defendants sentenced having doubled to 6,
total court-ordered restitution has exceeded
$1 million. This case revolves around loan
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packages submitted to a participating lender
bank that, partially as a result of the default
rate of the allegedly fraudulent loans, the
Office of the Comptroller of the Currency
closed in 1994.

The firm's principal owner was charged
with and pled guilty to four counts of
making false statementsto a Federally
insured financial institution and one
count of subscribing to a false state-
ment on atax return. He admitted his
role in the submission of four SBA-
guaranteed loan applications containing
atered tax returns. The loans totaled
$2,460,000, and losses to SBA and the
participating lender bank exceeded
$2,300,000. The owner also admitted
failing to report the firm’s gross receipts,
for 1991 and 1992, resulting in a total
tax loss of approximately $520,000. The
firm specidized in financing the pur-
chase of gas stations through one par-
ticipating lender bank. The OIG exami-
nation of loan files disclosed evidence of
such fraudulent activities as false
persona financial statements, false tax
returns, and manipulation of documents
to falsely show that the borrowers made
substantial initial cash injections.

The owner of an Oriental rug firm in
Beverly Hills, California, was sentenced
to 4 months incarceration, 4 months
home detention, 5 years supervised
release, and $677,000 restitution to SBA.
He previously pled guilty to one count of
fraudulent receipt of money from a
bank transaction for falsely represent-
ing the purpose of his $1 million SBA-
guaranteed loan.

The owner of a car wash in Lomita,
Cdlifornia, was sentenced to 5 months in
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prison, 5 months home detention, 5 years
supervised probation, and $70,000
restitution (of which 75 percent comes to
SBA). He previoudly pled guilty to
making a false statement to a Feder-
ally insured lender by submitting
atered individua income tax returns
with his application for a $1 million
SBA-guaranteed loan.

A married couple who were former
owners of aWest Covina, California, gas
station pled guilty to four counts of
making false statementsto a Federally
insured financial ingtitution by
submitting altered Federal income tax
returns with their application for a $1
million SBA-guaranteed loan.

The former owner of a gas station in
Fontana, California, pled guilty to three
counts of making false statementsto a
Federally insured lender for submitting
false documents with his application for
a$1 million SBA-guaranteed loan.

A Los Angeles, Cdlifornia, plumbing
contractor was sentenced to $2,880
restitution to SBA and 3 years probation,
with the first 8 months to be served in
halfway house detention and home
detention. He had pled guilty to one
count of making a false statement to a
Federally insured lender by submitting
altered income tax returns as part of his
application for a $500,000 SBA-
guaranteed loan.

(Updated from September 1998 and March
1998 Semiannual Reports.)

Florida Couple Sentenced For Making

False Statements and Converting Loan
Collateral
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A couple who owned a crafts and fashion
manufacturer/wholesaler/import ~ firm in
Longwood, Florida, was sentenced for their
crimes in connection with the company’s
$75,000 SBA-guaranteed LowDoc loan.
The company’s vice presdent, who
previousdy pled guilty to four counts of
making a material false statement to SBA,
making a false statement to influence a
Federally insured financial institution,
and converting SBA collateral, was
sentenced to 5 months incarceration, 5
months home detention, and 5 years
supervised release. Further, if deported, the
man will not be allowed to return to the
United States without permission from the
Attorney General. His wife (the company’s
president), who previously pled guilty to one
count of making a false statement to SBA,
was sentenced to 5 years probation. In
addition, each was ordered to perform 150
hours community service and to pay
(jointly) $49,006 restitution. (Updated from
September 1998 Semiannual Report.)

M assachusetts Trade Association
Officials Plead Guilty in L oan-Packaging
Scheme

Two persons associated with a now-defunct
trade association in Canton, Massachusetts,
pled guilty on the second day of trial to
crimes in connection with loan applications
submitted on behaf of interstate truckers.
The organizer of the association admitted
engaging in a scheme to defraud a number
of truckers who received SBA-guaranteed
loans to purchase their